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Ladles and Geatleaen:?

We have considuraed your appli-etioun far rewjnitlon of exemption from
foderal incovre tax under section S0L{¢){3) o the Internal Vevenue Code.
You slso atated chat yon are not u privatae fourdation hecavee yon are an
organizativa dascribed fn gection $09(aI(L) an LTUCLI()(A)(v1) af itha
oda.

Accovding to your Articles of locorpocation, yau were fncerperated

" onder the I on~ it 67 it Coryorvtlon Act on I,

to cperate exclusively far charitable, scientiyic, and sducational purposes
by aeeking teo awgist those persons withiu the area of .
‘bounded by NN o0 T, o» tic north;
I . on clie cast; I -
I . oo the sonch; and . ¢ I

ot the waslh who are attempting to develop husinesses or caununity projects
whith the corporation dsans bogeficlal to the community bacause they provide
necessary buzlinass services to the cousanity and tend to.devalep an
antrepreneurial group in the community. Your Acticles furthoer state that
your princiypal objectives shall be to benefit the commualty by festering
buglness sznd Industry for the citizens ot the city of NNINIINGEGEGE. 7You
will furthar the econonic developuent of the city of NN
espacially the eecononie daovelopment of the I scction of G
HE, 25 described above by premeting and assisting the growth and de\-ulopmnt
af businws concerns, cepecially small busiursa concarns, in the '
saction of N

In the [oformation submltted in sapport of your applicatiou, you
deseribs the aran in whieh you operste eas hlighted and depressnd. You
etate that you plan to upgrade the econonic life of all the “karget sroas”
tesidenty, but vost of your emphasis will he placed on minoricy eatreprencurs. |
The temm “target areas” rofers to the use of that fera in the congsultant’a
report encitled” [ . hrough
your progras, you hene te pacourage the eatablishmaent of businasses that
will enable the conwunity o g:ou economically and provide nceded servicen

" 1o realdents of the "target areas”,

g2 5.




In evaluating the socto—cconomic impact of sech bHusinoesves and how
they contribute to lessening nafyhborbood tenafons, prejudice, diseriminatiaon
and cownunity deterioration, you will congider the number of srea reaidents
to be employed, new tax dollars generatad, stebilizing affect on the
comaunity, and thelr atcraoction of nev rasidents to tha costmuniby.

In selecting minority business porsons for assistanca, the eriterda
for selection will be that tha person hasg shown interest i{n going into
business and shows ability to run & bdusipuss successfully., You will assist
these persons in preparing and packaging losn applications and obtsinlng
low-intercat loans from potential Eunding sturcea for bhusinusses unable to
obtuin funds from convearfonal sources due to thair lecation or the
applicant’'a status in a ninority proup.

By ienduciug businesses to lacate {n what you degcribe as a depressad
araa, you believe that you will be reducing peverty and lessening ne{ghborhood
tensions caused by a lack of jabe and job oppertunities as dell ap combatting
conpunity deteriovation. In keeplng Ath thesa objectives, you plan te
purchase blighted land in the community and convert it dnto a light industrial
park and nini-mallse Llots In the park will be leased to business entaerprises
or terns significantle favorable to sttract tenants to the commsunity.

Terants will be requiced by their lcases to hire a sipuiffcant number of
presently unemployed residents of the community and train rhem in needed
skilles To ensure the greatest comuunicy benefit in selecting tenants for

the light fnduscrial park, you will congider only thoge industrial enterprises
waode hirfing policies cenform to current falr employment legislation.
susinesves hnving imitlal requirements for low shkill workzrs will be favored
over thode requiring high skill workers since ¢he forwner will be of graater
Anzmediate benefdl to the surrounding commualty.

in support of your application, you have submitted coplea of tha

” I ¢, o portion of the

thet relates to the NI stea, your proposal to IS
I, » contract that you have entered into with

N , - {nformation
vackage {roc I, , o0d

variaus newaspapar articles concerning your activities.

The primary thrust of these various dacsuments {5 the mcononic-pusiness
developnent of the I ares vhich is fncluded in your ares of operation,
They make litctle mavtion of and devote little attention to issues such as
lesgening nelghberhood tensions, elimivatiog prejudice and discrinimation,
or combatting community deterdoration.

The "I ¢ < cates that
its primary purpose 18 te prepare an aconomic Jdevelopment progran that will
result in the reiunvestment of both public and private resources to gtrenghtan
the business and employment base in the aren.




on I, you slzned a contract with [N
I . As contractor, you are to perform the
scope of the services set farth cherein. The overall work objective ia to
anhance and vetain buafnuas opportunities, stinulsta job ereation, and
improve tha econony and marketabilicy of the NG 2rca. A
related objective Lo to {mplement the project activities suggested {n the

" for the following couwnerclal
wvodes: (1) NN () I ()
I -
. This contract lists ninae tasks which yeu are ta perfornm.
They all are directad to the econoric and businesas development of the
arede

Saction 301(c)(3) of the Code provides exemption for orpanizations
that are organized and operatnd exclusively for raligious, charitabla,
educational ar scilentific purposes, no part of the net earnings of which
inures to the benefit of any private shareholder or individual.

According to seetion 1.501(c)(3)=1(a)(1l) of the Incowa Tax Regulations,
in order to be esempt a8 an organisation deseribed in sasecion 501(e)(3), an
organization nust be both organized and opetated exclusively for one or
more of the purpoees spacified in such section. If an organigsation fatls
to weet either tihe organizastional ctest or the operational test, {t is not
exenpk.

secclon L.501(c)(3)~1(b){1) of the regulations states that an organization
is organized exclusively for one or more exempt purposes only if its articles
of organization limit 1ts purpases to oneg or mare ereupt purposes; and do
not expressly empower the orjanization of engage, otherwime than as an
insubstantial part of Iva activities, in activities which In thomselves are
not in furtherance of ona oY wove exempt purpsoBas.

The regulations farther provide that an argenization is not organized
exclugivaly for one or more exespt purposes if ifa articles expressly
anpower it to carry on, othorwise than as an insubstantial part of its
activities, setivitios which are not in furtherance of one or wore gxempt
purposasa, even though such oxganization is <reated for a purpose tbag is no
broader thap the purposas epecified in sectlon 501(e)(3). Thus, an
organization that ig empoworad by its artieles "to engags ta 8 manufacturing
business™, or "t engage in thue operation of a social club" does not meet
tha organizational test regardlags of the fact that i) articles may stete
that such ocganization 1¢ creited "for charitable gurpoucs within the
wmeaning of wection 501(c)(3) of the Codu.”

According to saction 1.501(c)(3)-1{c)(1) of the regulations, an
organization will be regarded as “operated exclusively” for one or more
exenpt purposes only Lf it engages primarily dn activizies which sccouplish




one or wotre such activities specified in section 501(e)(3). An organization
will not be oo regarded if more than on insubstantial part of its activitice
i2 not in furtherance of an exewpt purpose.

Section 1.501(c)(3)=1(d){1)(14) of the regulations scates that an
organization is not organized ot eperated exclusively for one or more of
the purposaes apecified in section 301(c)(3) unless it serves a public rather
than a private interast. Thus, to mect this requirement, {t is neceumsary
for an organization to establish that it is not orgenized or operated for
the benefit private interests such as designoated fndividuals, the ervator
or his fanily, shareholders of the organization, or parsons controlled
diractly or indirsctly by such privato intereats.

Section 1.501(e)(3)=1(d)(2) of the reyulations Jdefinas the torwm
"charitabla”™ as used 1n section 501(cj(3) in ftr genezrally accepted legal
senve and, therefore, Ir not to be construed as limited by the separite
caunaration in section 501(e)(3) of other tax exempt purposes which wnay
fsll within the broad outlines of "charity” as developed by judical decisions.
fhe tern includes the promotion of social welfnie by lessening neilghbarhood
tensions, aliminating prejudice and discrimination, defending human and
civil rights secured by law, or conbatting community deterioration and
juvenile dzlinquency.

Rev. Rul, 70=585, 1970-2 Ca.2®. 115, states {n situation 3, that an
organization that formulates plans for the renewal sad rehabilitation of an
area of the city where the wedian income is lower than other sections of
the city and the housing is old and detariorated, and which sponsors a
renewal project inm that area of the city is cxeoppt under section 501(e)(3).
That organizatlion's wuembership was conposed of residents, husinesses and
community organizations in the arca, and as part of its activities it
purchssed an apartwent house to rehadbilitate and rent to low and moderate
tucone families, It was held that the organization's activities combatted
comnunity deterioration by assisting in the renovation of a run-dowm area.

Rave Rule 74-337, 1974-2 C.B. 162 held that a nonprofit organization
providing financial assistance to various businesses in a deprossed aren
qualified for exemption under section 501(c)(3) as cembatting community
deterioration. The funds va.e distributed to businesses and individuals
unable tn =~ lerwvise obtain fiudas due to the risks invoived and thus the
organizat.’.a was combacting s:ommunity deterioration.

Rev. Ruls 76-419, 197(~Z C.H. 146 dealt with an organization that
purchased land in a blighted area and converted it into an industriael park.
The lots were leased at a favorable rates to industrial tenants. These
enterprises were required to hire and train people from the cconomically
deprussed area. By inducing industry to locate in an acononically depressad
aras and hire the unemployed, the orpanization benefited the community and
combatted cunmunity deterioration.
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A contrasting ponition was taken in Retter Business Bureau v. United
States, 320 U.8. 279 (19435) which stated that an orjanization formed for
the soutual welfare and improveuent of business methods anony; nerchants o
that the public could obtain proper and failr treatmant with tuch merchants
was not operated exclusively for educaticnal or sciencific purposes becausae,
although some of the activitles were educational, the activities vera not
exclusively aducutionals. The court stated that the prazence of a single
noneducational purposa, if substantial in naturo, would destroy the exemption,
In this casc, the nonexempt purposa wag the promotion of business,

Reve Rule 77-111, 19771 G.B. 144 held that an organization formed to
increage huslnesn patronage in a deteriorated srea by providing finformation
on the area's shopping opportunitias was nor aperated fov charitsble purposes
and 1is not oxasp? under section 501(c)(3). Increazing buasiness patronage
aud increasing lagging sales are not charitable purpoees. This Rove Rul.
sinilarly held than an organization whose purpose was to rovive retail
Bales in an area of cconowic decline by constructing a shopping ceuter did
not gualify For excmption under section S01(c){3). Since the argacizatiou
did not l{mit fte aild to businesses that were owned by mewmbers of a minority
group or to businesses that would only locate within the area because of
the centar, the and result wvas that the organization's activities were
directed to the benefit of businesses in tbe shopping center rather thas to
exclusively to sccowmplish saction 501(e){(3) purposes.

Your stated purpose of assisting persons in the [N section of
, who are atremptiung to develop buminess projecta that you

deen beneficial to the commrunity becauwse they provide necessary buasinegs
sorvices and tend &y “svelop an cnterpranurial group in the community is
clearly not a purp. sntemplated by section 501(e)(3) of the Code.
Furthering the econous¢ development of NN, cspeciaslly
that of the HNNEEEEE soction way result in improvement of the community.
However, such a purpose is primarily directed toward improving business
canditions as opposed to accomplishing any of the purposes descrided in
section 501(¢)(3) or benefiting any vecognized charitable class. Promoting
the economlc and business development of the comwmnity is clearly not an
exclusivoly charitable or educational purpose withia the meaning of section
501(c}(3),

&ccording te the contract you signed with NI
on NN, vour activities under this
agreemeat will be directed primarily towards improving the aconomy and
markecabilicy of che [N :ccx. A related vbjective is to
inplement the project activities suggested ip che NN
I icr certsin designated priority com sreial
modnsg.
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The nine tasks that you are te perform under the terms of thig contract are
ditected primarily to the business developnent and economic davelopment of
the I ~reca. BNusineas and gconoxic davelopwent are not activities
deseribed in section 301(e)(3) of the Coda,

Although your activicies pay contribute te tha advancement of purposes
deseribed in section 501Ce)(3) of the Code, nuch as crasting jobg, lesnening
neighhorhood tenuions, and combatting community deterioration, their primary,
oversll thrust is to prowote business and economis development vather than
accompligh exclusively roction 501{ec)(3) activiries. While your activities
fany resuls in benefits and {mprovements to the cosmunity, the primavy
benaficfarics will bg the busingises that are already located or that will
re~locate in che NN :r-:a.

Thavelste, becsuse you are neither organized nor operated exclusively
for charitab. or educational, or any of the other purposes dpecified in
section 501(e)(1) of the Code, we rule that you are not exempt from federal
income tax under section S01(c)(3) of the Code,

You are required to {ile federal income tay returns on Form 1120 for
each year that you have beon in axistences. Contributiong to you args not
daduetible under scection 170 of the Codes

You have the right to protast this ruling if you baliave that it is
incorrect. To protest, you should sabmit a statement of your views, with a
full explanation of vour reasonlog. This statewent, signed by one of your
principal officers, must be submitted within 21 days trom the dute of this
latter, You also have a right to a conference {n thisz office after your
statesant i subzitted. You mugt request this confereunce, 1f you want one,
when you file your protest gtatement. If you are to be rapresentad by
gsoneone who is not une of your principal officers, hefshe uiac flle a proper
power of attoracy aud otherwise qualify under Cnuferance and Practica
Requiremants.

If you do not protest Thiw propoaed tuling {n » tirely manner, 4t xill
be considerud by the Iuternal Rovenue Sarvice ag a fgilure to exhaust
available sdminiscrative romedies. Section 7423(b)(2) of the Internal
Revenue Code providey, in part, that, "A doclarutory judjyment or decreec
under this sectjon shall not be issued in any procecding unless the Tax
Court, ‘the Clains Court, or rhe district court of the Unfted States for the
District of Loluebia determines that the organization involvod hag extiausted
adninigtracive remedips available to it within the Intarnsl Roevenue Service,”™




N, If we do not bear from you within 23 days, this ruling will boacome i

final, and copies will be forwarded tov the District Director, Balticoras, '

: HMaryland, who ie your key NDiatrict Divactor for exempt organization matteres.

The appropriste Dlatrict of Columbin officials will be notified in accordance
! with zectlon 6104(c) of tha lloda.

'

Sincerely yours,

1]

Chief, Rulings Section
! Exempt Orgaridzations
e Tacknical Sraonch

RECEIVED

| RECEIVED
JUL 23 1984
| JULZ5 1984 Bistrict Director of Infornal Revenue

< Diector of terna R CHE, E%/80 DSIDY. .

Dist o on GIoup . Ballimars
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